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or the Asian and Pacific region and the Asian
Development Bank (ADB), 2001 was a year of
great challenges and tragedies. It was a year when
earthquakes shook India and Tajikistan; a harsh
winter hurt Mongolia; and terrorism shocked the
world. Exports, tourism, and foreign investment
fell, and currency and equity markets became
more volatile as the impact of 11 September hit
consumer and investor confidence. It was a year
of slow and uneven growth worldwide, a year
when the external economic environment
challenged many of ADB's developing member
countries (DMCs) at every turn. And, it was a year
when ADB took up the challenge of reorganizing
itself to meet the complex development needs of
the region.

The year was also one of cooperation,
consultation, and commitment; when nations united
in the fight against terrorism; when multilateral
organizations and governments, and the public
and private sectors, banded together to meet the
challenges of poverty. It was a year when the
public and private sectors began to adapt their
procedures and practices to meet international
standards of accountability, transparency, and
disclosure. It was a year when nations cooperated,
when diversity and common goals were bridged
through consultation and dialogue.

ADB met the challenges of 2001: strengthen-
ing itself with the approval of key policies and
strategies, encouraging participation and
broadening partnerships, and providing loan and
technical assistance where needed.

In 2001, the Board of Directors (the Board)
approved directly, or through authority delegated
to the President, 76 loans totaling $5.3 billion,

3 equity investments worth $30.4 million,

257 technical assistance projects amounting to
$146.4 million, and grants for 16 projects totaling
$93.8 million. Emergency assistance was approved
for earthquake-stricken Gujarat, India, and
assistance for the DMCs affected by the aftermath
of the 11 September events—including
Afghanistan, Pakistan, and the Central Asian
republics—was extended.

Strengthening the framework

The strategies and policies approved in 2001,
discussed in this Annual Report, resulted from
consultation with governments, nongovernment
organizations (NGOs), other international
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organizations, and stakeholders throughout the Asian
and Pacific region, as well as from internal reviews of
priorities and operations. Interconnected and inter-
twined, these policies strengthen ADB's framework.

In March, the Board approved the Long-Term
Strategic Framework (LTSF) 2001-2015, a 15-year plan
for ADB's all-out assault on poverty. Drawing from the
1999 Poverty Reduction Strategy and the 2000 Private
Sector Development Strategy, the LTSF focuses on
achieving sustainable economic growth, inclusive social
development, and good governance.

The LTSF sets out fundamental operating principles
for reducing poverty, including ensuring DMCs own their
poverty reduction programs, enhancing strategic
partnerships, and measuring development impacts.

The Board also approved the Medium-Term
Strategy (MTS) 2001-2005—the bridge between the LTSF
and the activities ADB will undertake in its DMCs over
the next 5 years. Designed to enhance the development
impact of ADB assistance, the MTS advocates stronger
ADB commitment in addressing the institutional and
policy issues that support its thematic priorities. The
MTS strengthens ADB's leadership role in regional
cooperation—one of ADB'’s unique strengths—and
reiterates the importance of economic growth in
reducing poverty. The MTS also advocates investments
in the physical infrastructure necessary to promote
growth and productivity in both rural and urban areas,
as well as social infrastructure and services for human
development to support pro-poor growth.

The MTS is translated into action by
individual country strategy and program (CSP)
reports. The CSP and CSP updates—developed
in cooperation with each DMC—emphasize a
countrywide approach to development and
ensure a DMC perspective for ADB operations.

Several operational procedures and
policies were approved in 2001. Acknowledging
the powerful force of information and
communication technology (ICT) in shaping
the social and economic development of Asia
and the Pacific, ADB adopted a strategic
approach to assist its DMCs in seizing the
opportunities created by ICT. The new
strategy—Toward E-Development in Asia and
the Pacific: A Strategic Approach for
Information and Communication Technology—
creates an enabling environment for ICT
development, builds the human resources to
promote ICT literacy, and develops the
applications and information content for
ADB-supported activities.

Poverty is
reduced more
extensively and
rapidly during
periods of fast

The LTSF sets out
fundamental operating
principles for reducing
poverty, including

economic

growth. The ensuring DMCs own
private sector, . ]
through their poverty reduction

investment and
job creation, can
play a vital role
in reducing
poverty. In 2000,
the Board

programs, enhancing
strategic partnerships,
and measuring

development impacts.

approved ADB's

first comprehensive Private Sector Development
Strategy, which confirmed the role of ADB’s private
sector operations in catalyzing private investment
through direct financing and risk mitigation instruments.
In 2001, the Board affirmed ADB support for infrastruc-
ture projects, funds, and financial intermediaries, and
ensured that such support would be oriented toward
achieving greater development impact and
demonstration effects.

Regional cooperation, sustainable growth, and
private sector development were further promoted with
the approval in 2001 of the Pacific Strategy for the New
Millennium. The strategy focuses on streamlining the
public sectors and boosting private sector investment as

Management, December 2001

Seated: President Tadao Chino. Standing, left to right: The Secretary
Bindu N. Lohani; Vice-Presidents Myoung-Ho Shin, John Lintjer, and
Joseph B. Eichenberger



Strengthening Partnerships: ADB and the World Bank

Better coordination, improved communications, a more clearly defined
division of labor, and increased efficiency are expected when the
Memorandum of Understanding (MOU) on Administrative Arrangements
for Cooperation, signed in 2001 by ADB and the World Bank, takes effect.
The MOU provides the framework and processes for the two development
banks to work more closely. It also calls for implementation of an existing
joint protocol on collaboration that is expected to support the preparation
of poverty reduction strategies. Operational procedures and processes will
be harmonized, and efficiency and effectiveness at the country and
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Protection Strategy. Integral to ADB's
goal of reducing poverty, the strategy
advocates helping vulnerable
populations better manage risks and
develop their human capital.

Broadening partnerships

President’s visits
The President carried ADB's

institutional levels will be enhanced.

Management of the two institutions will review implementation
progress regularly and will report their findings to their respective Boards

of Directors.

message to several DMCs and
international conferences in 2001.
As the first head of a multilateral
development bank to visit Pakistan
after 11 September, Mr. Chino saw

the way to tackle physical and economic vulnerability
and governance problems.

Water for All: The Water Policy of the Asian
Development Bank, approved by the Board in 2001, also
promotes regional cooperation. It emphasizes that water
is a vital economic good that needs careful management
both to sustain growth and to reduce poverty. The
policy stresses the need for integrated cross-sector
approaches to water management and development.
Conservation and participatory approaches to protecting
water resources are at the heart of the policy.

ADB's policy foundation was further strengthened
with the approval in September 2001 of the Social

Board of Directors
Left to right: Othman Jusoh, Julian H. Payne, Zhao Xiaoyu, Uwe Henrich, Jeung-Hyun Yoon, Chantale Yok-Min Wong,
John Austin, Patrick Thomas, Frank Black, John S. Lockhart, and Kh. Zaheer Ahmed

firsthand the effects of isolation on
Afghanistan’s people. He was able to draw on this
experience when he later traveled to Washington, DC
for a Senior Officials’ Meeting on Reconstruction
Assistance to Afghanistan, cochaired by Japan and the
United States.

Also in 2001, Mr. Chino attended the Confedera-
tion of Asia-Pacific Chambers of Commerce and
Industry in Batam, Indonesia—where he reiterated
ADB'’s strong commitment to supporting the Govern-
ment’s efforts for reform and poverty reduction—and
visited four of the Central Asian republics—Kazakhstan,
Kyrgyz Republic, Tajikistan, and Uzbekistan. He opened
ADB resident missions in Lao People’s Democratic
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Republic, Mongolia, and Philippines
and participated in the Asia-Pacific
Economic Cooperation Finance
Ministers’ Meeting in Suzhou,
People’s Republic of China.

Directors’ visits

A group of Directors visited Cambodia
and Viet Nam from 24 February to

10 March; and another group traveled
to Azerbaijan, Kazakhstan, and
Tajikistan from 27 August to

12 September.

The visits provided the
Directors an opportunity to better
understand the development
conditions in the DMCs and to
discuss priorities and constraints
with senior government officials,
civil society, NGOs, and others from
the perspective of the DMCs
concerned. The visits also allowed
the Directors to look at specific
ADB-supported development

projects, and review the implementation status and
challenges being faced by the DMCs. The Directors
assessed agency coordination, focusing in particular
on those areas where duplication could be avoided,
and provided stakeholders with a better understanding

of the work ADB does in each DMC.
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Strengthening Partnerships: ADB and the United Nations

They share the goal of reducing poverty. They share the democratic
governance framework for achieving that goal. And in May 2001, ADB and
the United Nations Development Programme (UNDP) strengthened their
common purpose even further when they signed a Memorandum of
Understanding (MOU) on Strategic Partnership.

The MOU specifies priority thematic areas and modalities of cooperation
between the two organizations. It provides for a UN Development Assistance
Framework, and cooperation between ADB and other UN organizations—
particularly in aid coordination and in such activities as preparing common
country assessments, country strategies and programs, and a common
database on poverty and other social indicators.

The agreed guidelines call for an annual consultation meeting to
monitor, report, and review the progress of partnership. The guidelines
also stipulate the designation of focal persons for each thematic area of
cooperation to identify opportunities for cooperation and initiate action
toward realizing those opportunities.

Partnership initiatives include cooperating in monitoring and assessing
the Millennium Development Goals, which are mostly poverty related, and
negotiating an umbrella agreement to include ADB staff in UN security
arrangements.

In Cambodia and Viet Nam, the Directors
recommended that ADB focus on increasing loan
disbursements to strengthen implementation, and
reducing the number of regions and sectors in the
CSP reports. The Directors noted the Vietnamese
authorities’ concern regarding the use of consultants
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Left to right: Ram Binod Bhattarai, Ju Kuilin, Maarten Verwey, Osamu Tsukahara, Yasuro Narita, S. L. Seneviratne, Jusuf Anwar,
P. G. Mankad, Cayetano W. Paderanga, Jr., Miranda Rawlinson, and Pascal Gregoire
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Selected Policy Papers and Reports
Discussed by the Board of Directors in 2001

Policy, Financial, and Administrative Papers

Water for All: The Water Policy of the Asian Development Bank

16 January 2001

Review of the Partial Risk Guarantee of the Asian Development Bank
30 January 2001

Promoting Good Governance—ADB's Medium-Term Agenda and
Action Plan 7 February 2001

Policy on Performance-Based Allocation for Asian Development Fund
Resources 73 March 2001

Long-Term Strategic Framework of the Asian Development Bank
(2001-2015) 74 March 2001

Cooperation with Canada 75 March 2001

A Pacific Strategy for the New Millennium 20 March 2001

Review of the Asian Development Bank’s Income Outlook and
Allocation of 2000 Net Income 29 March 2001

Borrowing Program for 2001 28 May 2001

Cooperation with the Governments of the United Kingdom

and Northern Ireland—Grant Fund for Technical Assistance

7 June 2001

Review of the Asian Development Bank’s Financial Loan Products
19 June 2001

A Review of Loan Loss Provisioning Policy for ADF 26 June 2001
Financing Technical Assistance (2001-2004) 26 June 2001
Cooperation with Japan—Japan Fund for Information and
Communication Technology 37 July 2001

Streamlining the Approval Process of the Board of Directors through
More Efficient Use of the Summary Procedure for Loan Proposals
23 August 2001

Private Sector Operations—Strategic Directions and Review

3 September 2001

Social Protection Strategy 73 September 2001

Medium-Term Strategy (2001-2005) 8 October 2001
Reorganization of the Asian Development Bank 9 October 2001
Work Program and Budget Framework (2002-2004) 77 October 2001
Governance Cooperation Fund 27 November 2001

ADB Institute—Work Program and Budget for 2002

14 December 2001

Modifying the Conditions of Transformation of Pool-Based

Loan Products to LIBOR-Based Loan Terms 78 December 2001

Working Papers

Financing Technical Assistance (2001-2004) 78 January 2001

Loan Terms for Poverty Interventions in Borrowers that Have Access
Only to Ordinary Capital Resources 27 March 2001

Policy on Education 24 April 2001

Review of the Asian Development Bank's Liquidity Policy

28 November 2001
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in projects and recommended that
this be studied. They noted that the
technical assistance program should
be demand-driven and developed in
full consultation with DMC
governments. The Directors also
recommended that ADB consider
establishing a credit line for small-
and medium-sized enterprises as
requested by the private sector.

The Directors noted the similar
development challenges faced by
Azerbaijan, Kazakhstan, and
Tajikistan, especially those relating to
their landlocked geography and their
transition from centrally planned to
market economies. At the same time,
each country faces unique challenges.
The Directors concluded that, while
regional cooperation among the three
countries is important, a common
approach to development challenges
cannot be applied to these countries
simply because of their location.
ADB's country focus is, therefore,
particularly relevant. The Directors
also noted the willingness of each
DMC to take ownership of its
respective development programs,
from which the Directors concluded
the importance of ensuring that ADB
program designs and procedures are
flexible. The distance of the DMCs
from ADB headquarters highlighted
the need for resident missions in
each country; the Directors noted
that most major multilateral
financial institutions already have
missions in all three countries. The
importance of ADB’s mission in
Kazakhstan was noted, and the
need to establish missions in
Azerbaijan and Tajikistan to
facilitate more effective aid
coordination and program planning
was stressed.

Funding agencies

ADB's cooperation and coordination
with other funding agencies was
strengthened in 2001. ADB, World
Bank, and the United Nations
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Development Programme prepared the Preliminary
Needs Assessment for Afghanistan’s recovery and
reconstruction for presentation at the Ministerial
Conference on the Reconstruction of Afghanistan in

Tokyo in January 2002. The Japanese
Government and ADB established the
Japan Fund for Information and
Communication Technology to
facilitate advances in technology and
communications and to bridge the
growing digital divide in Asia and the
Pacific. ADB signed a Memorandum
of Understanding on Administrative
Arrangements with the World Bank
and also helped develop the
Comprehensive Development
Framework and Poverty Reduction
strategy papers.

General operations

In 2001, the Board of Directors met
formally on 62 occasions, including
executive sessions, and held

19 informal meetings, including
briefings, discussion seminars, and
presentations.

Of the Board-approved
$5,339 million for 76 loans covering
60 projects, the largest share went to
the transport and communications
sector. Seventy-two loans totaling
over $5,301 million for 57 projects
were made with government
guarantee—$3,940 million from
ordinary capital resources and
$1,362 million from the Asian
Development Fund. Four loans,
totaling $37.5 million, were
approved for three private sector
projects, including the first private
sector support for social sectors for
education and health care. The
Board also approved three equity
investments amounting to
$30.4 million.

The Board approved directly, or
through authority delegated to the
President, 257 technical assistance
grants totaling $146.4 million, of
which $59.8 million came from the
Technical Assistance Special Fund,

$53.8 million from regular and supplementary contribu-
tions to the Japan Special Fund, $16.1 million from the
Asian Currency Crisis Support Facility, and $16.7 million
from other sources.

The Boards and Their Functions

ADB is governed by a Board of Governors, which, at the end of 2001,
consisted of 59" members (43 regional and 16 nonregional). Under Article
28 of ADB’s Charter, the Board of Governors is vested with all the powers
of ADB. In turn, the Governors delegate their authority to the Board of
Directors, except for certain powers reserved to them under the Charter.

The Board of Governors meets formally once a year for ADB’s Annual
Meeting. For resolutions approved by the Board of Governors in 2001 and
its membership, see Appendixes 1 and 2.

Under Article 28, the Board of Governors elects a 12-member Board
of Directors, 8 elected by regional members and 4 by nonregional
members (see Appendix 3). Each Director appoints an Alternate Director.
The President of ADB is the Chairperson of the Board of Directors. In 2001,
the Board of Governors unanimously reelected President Tadao Chino for
a new 5-year term, beginning 24 November 2001.

The Board of Directors performs its duties full-time at ADB’s
headquarters in Manila, Philippines, and meets in regular formal and
executive sessions. The Directors exercise their authority and functions by
supervising preparation of ADB's financial statements, approving ADB’s
administrative budget, and reviewing and approving policy documents and
all loan, equity, and technical assistance operations.

1 Portugal became a member of ADB on 2 April 2002, bringing the total membership to 60.

Providing Support: The Office of the Secretary

Providing advice and counsel to the Board of Governors, Board of Directors,
and President is the Office of the Secretary. Its other principal functions
are to help organize the Annual Meeting; to plan the calendar of the Board
of Directors and to organize and facilitate meetings of the Board and its
committees; to edit, classify, and circulate Board documents; to administer
the terms and conditions of engagement of Management and the Board;
to process applications for membership in ADB; to administer the inspection
function; and to provide protocol support and services.

In 2001, to facilitate Board consideration of loan projects, the summary
procedure was revised. Processes were developed to discuss country strategy
and program reports and their updates at Board meetings, and an integrated
documents management system was initiated. The process for reelection
of the President was organized. A new roster of independent experts for
the inspection function was drawn up, and the first inspection was begun.
Public seminars on the inspection function were held in the Lao People’s
Democratic Republic and Nepal, and eight seminars to brief ADB staff were
held at headquarters. The 34" Annual Meeting of ADB’s Board of Governors
was held in Honolulu, Hawaii, from 9 to 11 May 2001.

11



12

In informal meetings, the Directors examined a
range of issues, including country strategies and
program reporting structure and updates, working with
NGOs, and a strategic approach for ICT for the Asian
and Pacific region.

Board committees

The Board of Directors had four standing committees
and one working committee in 2001. For membership,
see Appendix 4.

Audit Committee

The responsibility for evaluating operations was
transferred from the Board’s Audit Committee to its
newly created Development Effectiveness Committee in
2001. This shift allowed the Audit Committee to focus
on internal controls, and internal and external audits. In
its 2000-2001 report, the Audit Committee concentrated
on the impact of the new financial accounting standards
(FAS 133) on ADB'’s financial statements. It stressed the
importance of closely following the evaluation of current
thinking among the multilateral development banks
regarding figures to be adopted for financial decisions
and the use of three parallel accounting frameworks.
The Committee oversaw the bidding process for
selecting external auditors for 2001-2004 and concurred
with the reappointment of PricewaterhouseCoopers
LLP; reviewed and endorsed the 2001 work program
of the Office of the General Auditor, including the
activities of the Anticorruption Unit; recommended
that the new Regional and Sustainable Development
Department be the focal point in ADB for good
governance activities; and monitored the
implementation of and internal operational controls in
the development of INTEGRA, the integrated computer
system being implemented in ADB.

Budget Review Committee

The Budget Review Committee met in June 2001 to
review the implementation status of the Information
Systems and Technology Strategy (ISTS), future
information technology directions for ADB, and capital
expenditures for 1998-2002. In November, it reviewed
Management’'s 2002 budget proposal, 2001 work
accomplishments, and 2002 work plans of ADB
departments and offices.

At the June meeting, the Committee noted the
generally satisfactory progress of most ISTS subprojects.
While noting delays in implementing the INTEGRA
system, it asked that the interface between the INTEGRA
and other planned systems be properly established and
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coordinated promptly to ensure seamless data
generation and information flows to optimize the
system’s integration.

In November, the Committee noted the expected
benefits in the new regional department structure,
especially in terms of services to DMCs, and focus on
long-term approaches. It noted that the success of the
reorganization would hinge on the effectiveness of the
Regional and Sustainable Development Department. It
emphasized the critical role of the Knowledge Manage-
ment Committee in effectively coordinating departments
and offices in the knowledge group, and stressed the
importance of the new business processes in improving
efficiency and effectiveness, and reducing transaction
costs.

The Committee noted that the number of new
policies and mandates approved over the last 5 years
had placed increased pressure on ADB resources, and
that ADB's policy mandates needed to be adequately
funded and staffed.

The Committee welcomed the introduction of
environmental and social guidelines in private sector
operations and suggested that the Private Sector
Operations Department explore more ways to address
poverty reduction. It noted that ADB'’s portfolio
management was as important as project processing
and stressed the importance of exploring innovative
ways to assess the leverage effects of ADB's assistance.

The Committee noted that the transition to London
interbank offered rate (LIBOR)-based lending (LBL)
would require a radical change in accounting systems
and a strong team to ensure that ADB and its DMCs get
the full benefit of LBL.

On the budget process, the Committee urged ADB
to explore translating into budgetary terms the cost of
implementing policies and other key initiatives, and
also, to the extent feasible, the benefit expected in terms
of the leverage effects of ADB assistance. It sought
clarification of the rationale for cost demarcation
between technical assistance and internal administrative
expense (IAE), stressing the need for ADB to remain
rigorous in distinguishing between technical assistance
and IAE-financed activities.

The Committee noted several key training programs
aimed at building mission leaders’ capabilities. It also
urged more effort in the recruitment and career
development of women professional staff. It urged that
security, financial, personal, and professional issues be
considered to facilitate recruitment and retention of
these staff.

The Committee recommended approval of the
budget for 2002.



Development Effectiveness Committee

The Development Effectiveness Committee, established
in December 2000, became active in 2001. The
Committee’s mandate is to help the Board ensure that
ADB's programs and activities achieve the desired
development objectives and use ADB resources
efficiently.

The Committee focused on ADB’s operations
evaluation program and results. It reviewed the annual
work program of the Operations Evaluation Department
(OED); reviewed the annual programs for project and
technical assistance completion reports coordinated by
the Central Operations Services Office (COSO); discussed
with staff OED’s Annual Review of Evaluation Activities
in 2000 and COSO’s Semiannual Report on Loan and
Technical Assistance Portfolio Performance for the
period ending 31 December 2000, and prepared
Committee reports on these; and reviewed selected OED
evaluation reports.

The Committee concluded that the evaluation of
ADB'’s development effectiveness was carried out
adequately and efficiently in 2001.

In its reports to the Board, the Committee
emphasized the need to assess realistically the
achievements and sustainability of completed projects,
and specify and implement follow-up measures to
support sustainability; incorporate adequate provisions
for operation and maintenance in project design; ensure
government ownership and local participation in
projects; whenever possible, specifically target the poor

to ensure that they benefit from projects; focus on
long-term rather than short-term reforms; continue
efforts in capacity building for project implementation
in the DMCs; and use ADB’s resident missions
effectively.

Inspection Committee

In 2001, the Inspection Committee assisted in evaluating
candidates for the new roster of independent experts,
who were subsequently appointed by the Board in July
2001, with 5-year terms expiring on 30 June 2006.

The roster now comprises 35 names from 20 countries.
For details, see http://www.adb.org/inspection.

In April 2001, the Inspection Committee received a
request for an inspection of the Samut Prakarn
Wastewater Management Project in Thailand and, in
July, the Board approved the Committee’s recommenda-
tion for an inspection.

The Committee noted and subsequently expressed
concern that some policies had been approved by the
Board but had not yet been incorporated into the
Operations Manual, thereby excluding them from the
scope of the Inspection Policy. Management is reviewing
the issue.

The Committee selected three panel members (the
Panel), who inspected the Project in September 2001.
The Panel’s final report was forwarded to ADB
Management in December 2001.

Also in December, the Committee received a request
for inspection of the Southern Transport Development
Project in Sri Lanka.



